EMPLOYEES' RETIREMENT SYSTEM OF THE COUNTY OF MILWA UKEE
MINUTES OF THE AUGUST 16, 2006 PENSION BOARD MEETING

1. Call to Order

Vice Chairman John Matrtin called the meeting tceomat 8:37 a.m. in the Gordon
Park Pavilion at 2828 North Humboldt Boulevard, Walikee, Wisconsin 53212.

2. Roll Call

Members Present Members Excused
Linda Bedford Michael Ostermeyer
Donald Cohen

John Martin

Marilyn Mayr

John Parish

Dean Roepke

Thomas Weber

Others Present

Mark Grady, Principal Assistant Corporation Counsel
Jack Hohrein, ERS Manager and Pension Board Segreta
Gordon Mueller, Fiscal Officer

Vivian Aikin, ERS Administrative Specialist

Ann To, ERS Administrative Specialist

Veronica Britt, ERS Coordinator

Steven Huff, Reinhart Boerner Van Deuren s.c.
Leigh Riley, Foley & Lardner LLP

Brad Blalock, Mercer Investment Consulting

Kristin Finney-Cooke, Mercer Investment Consulting
Barrett Rodriguez, Vitech Systems

Scott Larson, Vitech Systems

Wayne Shiu, Vitech Systems

Matt Lehan, Vitech Systems

Chris Ryder, Capital Guardian Trust Company

Tom Hancock, GMO, LLC

Carolyn Nelson, GMO, LLC

Nancy Beck-Metz, Retiree

Ken Loeffel, Retiree

Michael Howden, Retiree

Florence Ignarski, Retiree
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Approval of Minutes of July 19, 2006 Meeting

The Board reviewed and unanimously approved the mues of the July 19,
2006 Pension Board meeting. Motion by Mr. Cohenggonded by Ms. Mayr.

Report of Retirement Systems Manager

(a)

(b)

()
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Ratification of Retirements Granted

Mr. Hohrein presented the schedule of Retiremenés®d for the prior
month's retirements and asked the Board to resnemt He reported that
there were $391,000 in backDROP payments.

The Board unanimously accepted the Retirements Graad report.
Motion by Mr. Cohen, seconded by Mr. Parish.

Mr. Hohrein also informed the Board that ERS shaxdect an increase in
retirements by the end of 2006 due to perceivedftayand new collective
bargaining agreements. Dr. Roepke inquired alsaanpact of the
retirements on ERS's financial status. Mr. Hohetated his belief that
approximately 30 additional members would retir@@®6. Accordingly,
his rough estimate is that ERS would pay an additi$ 780,000 in annual
benefits for pensions starting in 2007. This eatardid not include
backDROP payments.

Report on Waivers

Mr. Hohrein reported that no new waivers had bedmstted to the
Retirement Office.

Report on ADR Earnings and Recalculations

Mr. Hohrein presented an update on issues regaseticigental disability
retirement pensioners. He stated that the Retme@#&ice had received
earnings information from one out-of-state pensiorée also explained
that the Retirement Office was requesting medigpbrts on the four
accidental disability retirement pensioners who hatdsubmitted financial
information.

Mr. Hohrein reported on recalculations for disdbitetirees at age 62. He
indicated that he was working with one ERS retwd® received an
accidental overpayment from ERS. He stated thaldres to recover all
overpaid funds from the retiree and he would repadk to the Board
regarding the status of this overpayment at a é€uBoard meeting.

Ms. Mayr expressed concern that ERS could expeziemerpayment



iIssues, similar to those faced by the City, aneddskhether any system
could prevent a recurrence of these problems.Hdhrein explained that
only two of the 160 accidental disability retireeguire a recalculation of
benefits at age 62. Mr. Martin asked whether @& software system
would flag accidental disability retirement pensdhat require
recalculation. Mr. Hohrein indicated that Viteshsetting up dates as
trigger points for recalculation in the new softe/alystem.

5. Report of the Retirement System Fiscal Officer

(@)
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Cash Liquidity Report

Mr. Mueller presented the cash liquidity reporte iddicated that the cash
requirement through the end of the year was $1Bomiper month
(September to December 2006) for a total of $40anil In response to a
guestion from Mr. Hohrein, Mr. Mueller stated tlt#RS could absorb
another 40 retirees by the end of 2006 becauseHaR& two month
cushion built into its reserve funds. Mr. Muelieted that he will return at
the December Pension Board meeting for 2007 caghresnents unless
more funds are needed sooner.

In response to a question from Ms. Bedford, Mr. Neweexplained that
Mellon invests the reserve funds in short term bimmadls and money
market funds. Ms. Bedford questioned whether wildoe financially
beneficial to leave more of the funds invested|l#RS needs the funds to
be paid out. Mr. Mueller indicated that the Retiemt Office must
sometimes rush to pay lump sums, which are paidea¢nd of the month.
He also noted that the quarter lead time gives gexrsaa better time frame
to cash out the funds. Mr. Martin added that tk&@rBment Office is trying
to refine the process of making requests for funds.

The Board unanimously agreed to withdraw $40 millio for its
September, October, November and December 2006 liglity needs at
a rate of $10 million per month. Motion by Mr. Weber, seconded by
Mr. Parish.

Ms. Mayr observed, and Dr. Roepke and Mr. Blalogfead, that drawing
from managers also serves as a back door rebatppmcess. Ms. Mayr
guestioned whether other actions should be takesbi@ance the portfolio.
Mr. Blalock explained that other actions are begigen and that in fixed
income investments, high yield portfolios have pasts: (1) medium
grade and (2) low grade. He indicated that nothmmore can be done by
ERS to balance between these components becasigmitnterproductive



(b)

to tell a manager of a fixed income block how tbtspvestments between
permitted components.

Pension Board Annual Report

Mr. Mueller presented the ERS annual report. Hicated that Virchow,
Krause & Co. LLP ("Virchow Krause") approved thenaal report and will
issue a clean opinion once the Board approvesrheahreport.

In response to a question raised by Ms. Mayr reggrithe rate of return on
investment assets in the Financial Highlights $ectihe Board discussed
the appropriate rate of return. The Financial Hgdtis Section reports the
rate of return at 9.5%, whereas other percentagensediscussed by the
Board were lower than 9.5%. The Board agreedth®aprecise nature of
the percentage return as calculated by the invegtoomsultant, as well as
the percentage return calculated and used by specéve actuary for
purposes of the funding calculation, should befa#lyedescribed in the
annual report. Mr. Martin suggested that Mr. Meetliscuss with
Virchow Krause the method of presentation of rafe®turn in the 2005
annual report. Mr. Mueller agreed to do so.

The Board then discussed typographical errors #mer oninor changes to
be made to the annual report.

The Board unanimously agreed to approve the 2005 anal report
after correction of typographical errors and with the proper method of
presentation of rates of return in the annual repot, after Mr. Mueller
confirms the rate presentation with the auditing frm of Virchow
Krause. Motion by Ms. Bedford, seconded by Mr. Pash.

6. Implementation of New Technology Software — ¢litéSystems

(@)
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General Overview

Ms. To of Milwaukee County and Mr. Rodriguez of &6h Systems
presented a report to the Board regarding the gjept status. They
reported that the V3 project is currently in thartb phase, the Solutions
Design Phase. They explained that the SolutiorssgnePhase is
approximately 65% completed. Specifically, theyeaothat the
Conference Room Pilot (a demo of the V3 system) lvedd on May 2,
2006. Ms. To and Mr. Rodriguez stated that coesityn of flow charts
outlining how work will be performed using V3 hasdm completed. They
noted that future state meetings to review the lorks, elaborate on the
future state process and answer questions haveheddn They also
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mentioned that all of the Business Process Mappmguments have been
turned over for the County's review.

Ms. To and Mr. Rodriguez reported that the Infractiire phase was 95%
complete. They indicated that the Infrastructurage was behind
schedule, but that the delay will not impact thepr8ject completion.

Mr. Martin inquired whether the data conversion wasschedule.
Mr. Rodriguez indicated that he was optimistic tthet data conversion
would proceed on schedule in September.

In their report, Ms. To and the Vitech represemtgirecommended that the
County approve overtime for Retirement Office enypkes, reorganize the
Retirement Office and add to the Retirement Ofsitdf. Mr. Parish
guestioned whether progress had been made on irapterg these
recommendations. Mr. Hohrein indicated that ther@@p had granted
overtime for the Retirement Office. He also expdal that the Retirement
Office is trying to increase Bob Schupe's availabtb help with the
project. Mr. Hohrein reported that Veronica Bwids hired to replace
Gloria Morris. He informed the Board that a proje@nager started on
Monday, August 14, 2006, and that the new projesmager will attend the
September Board meeting. He also noted that thieeRent Office had
lost an intern.

Mr. Rodriguez noted that Vitech will need to contrnto work with
Ceridian and that Ceridian has been cooperativi@isgoint.

In response to a question raised by Mr. Martin, Rivdriguez confirmed
that the Genesys System was being used for the st@8ments. Ms. To
added that Ceridian will go live in 2006 and theifreenent Office will
want to take advantage of all available capabditteough an interface
with it. In response to a question from Ms. Maggarding for whom
Ceridian works, Mr. Grady indicated that Ceridiaorks for the
Department of Administrative Services, to whichtbtMSD and DHR
report.

Project Manager Update

Mr. Hohrein explained to the Board the process tilaakt been followed in
hiring the new project manager. He reported thagaest for contract
("RFC") had been issued to select an independeitamior for the project
manager. He noted that the following firms werataoted to respond to
the RFC:
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Strategem IT Consulting
Manpower Professional
Maximus

CDG and Associates
Global Insights, Inc.

Mr. Hohrein explained that none of the firms cotgdcsubmitted a
contract or proposal. Although no responses weteived, Mr. Hohrein
reported that he had received resumes from ManpBweessional, CDG
and Associates, Global Insights, Inc., Syslogic, and Compass
Technology Services. Mr. Hohrein also stated tigelhad access to
applications from the HRIS project manager selegtimcess. After
reviewing the resumes, Mr. Hohrein interviewed LAdberte, Selisha
Summerville, Tami Back and Donald Campbell (Compasshnology
Services). He noted that Dr. Karen Jackson oDegartment of Human
Resources and Deborah Lewis and Hugh Morris, bbbt 8D, also
participated in some of the interviews.

Mr. Hohrein explained that one candidate was elatgd mainly because
she had no pension experience and requested eratates at a higher
salary than provided by the County's pay provisiongroject managers.

Mr. Hohrein indicated that two candidates were wagkor firms that
provided project management services. While bathpension system
experience, their per hour costs were the highesiedfour. Neither had a
project management professional ("PMP") designatidn. Hohrein felt
that neither candidate demonstrated the take-cladntjey ERS was
seeking.

Mr. Hohrein reported that Donald Campbell owns CasgpTlechnology
Services and holds a PMP designation. Although@®&mpbell has no
pension experience, he does have a long histomaoiging projects.

Mr. Hohrein explained that Mr. Campbell demonsulaong leadership
and take-charge skills in his interview. In adahti Mr. Campbell's price
per hour was the most reasonable of the final timéependent contractors.

Mr. Hohrein concluded that Mr. Campbell was thdntigandidate so the
Retirement Office offered the project managementreat to him. He
indicated that the other three County participamtde interview process
agreed that Mr. Campbell is a well-qualified caradied

In response to a question from Ms. Mayr, Mr. Gratited that he
confirmed Mr. Campbell's experience as an indepanckntractor.
Dr. Roepke inquired regarding Mr. Campbell's begigrand end date.



7. Investments

(@)
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Mr. Hohrein stated that he anticipated a projecagietion date in
mid-2007, but that the contract would make Mr. Chealpavailable
through February 2008 in case of delays. Mr. Hohaevised that

Mr. Campbell would provide nearly full-time availaty to the Pension
Board and ERS until completion of the project.

Investment Manager Reports

(i)

(ii)

Capital Guardian Trust Company

Mr. Ryder addressed the Board on behalf of Ca@iterdian Trust
Company ("Capital Guardian"). He outlined Cap@alardian's
four-step investment process, which includes a teamanagers
and rigorous risk control. Mr. Ryder reviewed ERortfolio asset
mix. He informed the Board that ERS has $84 nillio
international equity and $58 million in internatarsmall cap equity
investments.

Mr. Ryder presented the global market review ferybar to date.
He also highlighted ERS's 20 largest holdings,uditig Mizuho
Financial Group, a Japanese Bank that went from'€&&h largest
holding to its 9th largest holding, mainly due taptal Guardian's
favorable outlook for Japanese banks in generakapdctations for
Mizuho in particular.

In response to the Board's concern with regardnhuiléiple manager
approach, Mr. Ryder explained that the managerglihe
advantage of different perspectives and that tle@ynsunicate often,
making conference calls about twice a day and lirayéogether to
discuss portfolios and meet with clients.

Mr. Grady inquired what Capital Guardian learnemhfrits below
average performance in 2003-2004. Mr. Ryder iridatghat
Capital Guardian is trying to balance global regidactors and
sector factors. He expressed optimism for the tengp return of
small cap equities, even if the short term retsrnat as promising.

GMO, LLC

Mr. Hancock and Ms. Nelson made a presentatidghedoard on
behalf of GMO, LLC ("GMO"). The GMO representatsveutlined
their investment process, which aims to find highaldy
investments at low prices. They compared GMO'shpre or
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discount to the market premium or discount to thate the cost of
high quality investments. They also reviewed tire¢ components
of ERS's portfolio: quality adjusted value (40%rinsic value
(40%) and momentum (20%).

The GMO representatives presented the top 15 lgddis of
July 31, 2006 and explained GMOQO's internationainsic value
strategy. Finally, they reviewed a representgpivefolio
breakdown and performance summary.

Dr. Roepke inquired why pharmaceuticals are odawobr.

Mr. Hancock described the fear that generic druidjs@place drugs
with expiring patents. He stated that the marketsthot see the
next blockbuster drug coming along.

In response to a question from Mr. Weber, Mr. Hakoexplained
that Porsche's investment in Volkswagen is antiriginal, opposed
to family, position. He stated that Volkswagenlwt likely be
taken private because Bavaria holds a large paogiti&volkswagen
and would probably object. In response to anafestion from
Mr. Weber, Mr. Hancock stated that Porsche's mowstin
Volkswagen are so small that they will not conth@ outcome of
votes.

Mercer Report

(i)

Quarterly Report

Mr. Blalock distributed the quarterly report foetsecond quarter of
2006. He described the market environment fosde®nd quarter,
stating that the economy had cooled due to higiterast rates.

Mr. Blalock explained that the Federal Reserveaggkd the
short-term interest rate 25 basis points in botly kiad June due to
increased concerns about inflation. He also dssdishe
performance of the domestic equities market, fixedme market,
international equities market and other asset eftass

Mr. Blalock next addressed asset allocation for BR& reviewed
the current asset allocation versus the allocaialicy. He
compared the current and prior asset allocation.

Mr. Blalock also reviewed the investment managefgpmance for
the second quarter. He indicated that ING, Lodbagles,
EARNEST Partners and Reinhart & Mahoney performet euring
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the quarter. He noted that Hotchkis & Wiley isremtly on the
watch list. Mr. Blalock reported that Ariel hachegative quarter
with one stock falling 30% and generally perfornrethe bottom
guartile. As previously decided by the Board, Menwill be
moving funds from Ariel to a new manager.

(i)  Flash Report

Ms. Finney-Cooke presented the flash report foy 2006. She
indicated that ERS had an aggregate market valapmximately
$1.5 billion at the end of July. She noted thaSERperienced a
0.3% increase during July.

Ms. Finney-Cooke also reviewed market performancddly 2006.
She explained that the large cap domestic equitkehadvanced
0.2% in July, while small cap equity market dedlir8g3%. Also,
value outperformed growth in the large and small@eenas. She
noted that international investment grade fixe®me gained 1.4%
during the month and high yield issues returne&ol Mhich was
less than the broad market return.

Ms. Finney-Cooke reported on ERS's investment afilon. She
indicated that ERS's allocation is, when compaodtie policy,
currently overweight in mid cap equity and highlgiéxed income
and underweight in core fixed income. Ms. Finneyeke suggested
withdrawing $7.3 million from Artisan Partners, &6nillion from
Hotchkis & Wiley and $6.3 million from Earnest Reagts to meet
ERS's cash needs for the next two months.

AOR Contract Review

Ms. Riley reported that the Board is in negotiasionth AQR Capital
Management ("AQR") to serve as ERS's small cap gemaShe explained
that AQR offers its services through a partnerstunul, therefore, ERS
must purchase an interest in the partnership. wWoogly, she noted that
the Board has a limited ability to negotiate theagement with AQR.

Ms. Riley outlined for the Board the terms and dgbods of the partnership
agreement. First, she stated that the generalgeament fee is only a
fraction of the fee ERS would incur because théneaship agreement
contains many fees and expenses that will redu@siment return.

Ms. Riley noted that AQR has withdrawal charges ithaill not waive. In
addition, she explained that ERS's withdrawals wdnd restricted to the
last day of a calendar quarter and may be madeupdy providing
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30 days' advance notice. She also reported th& wQuld be permitted to
borrow money to leverage its investments, leaviR$E assets at a greater
risk of loss. She indicated a possibility that sooh AQR's investments
could result in unrelated business taxable incoRiaally, Ms. Riley
reported that AQR would not indemnify ERS for aogdes which were the
result of AQR's negligence or willful misconduct.

Ms. Mayr and Dr. Roepke raised concerns regardiagatmount of risk
ERS would face in contracting with AQR. The Bodrscussed the risk
and options to minimize risk with Ms. Riley and N&lalock.

The Board agreed to discontinue negotiations with @R Capital
Management and recommence the search for a smallgananager by
resuming a comparative look at potential candidatesther than AQR
Capital Management, 7-0-1 with Mr. Martin abstaining. Motion by
Ms. Mayr, seconded by Mr. Parish.

The Board then discussed the options for the cabbedy of fund proceeds
from Ariel.

The Board unanimously agreed to authorize Mercer tomegotiate cash
delivery of fund proceeds from Ariel and reinvest he proceeds in a
small cap index fund or an exchange-traded fund ahe Russell 2000.
Motion by Ms. Mayr, seconded by Dr. Roepke.

Ms. Mayr moved to analyze Integrity Asset Managetm@®pus Capital
Management, Cook Moyer Taylor and Osprey Partmeasniew small cap
manager search. The motion, seconded by Dr. Ro&gled 4-3, with
Ms. Mayr, Dr. Roepke, Mr. Weber and Mr. Parish ngtto approve and
Mr. Cohen, Ms. Bedford and Mr. Martin dissenting.

Mr. Cohen moved to consider only Integrity Assetidgement and Opus
Capital Management in a new small cap managerlsedice motion,
seconded by Ms. Bedford, failed 2-5, with Mr. Colaexd Ms. Bedford
voting to approve and Ms. Mayr, Dr. Roepke, Mr. \&elMr. Parish and
Mr. Martin dissenting.

The Board voted 6-1, with Ms. Bedford dissenting,a reconsider the
previous motion and analyze Integrity Asset Manageent, Opus
Capital Management, Cook Moyer Taylor and Osprey ina new search
for a small cap manager. Motion by Mr. Weber, seaaded by

Mr. Parish.
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The Board discussed further action necessary twepbwith the new small
cap manager search.

The Board unanimously agreed to have the Investmer@ommittee
review information regarding Integrity Asset Management, Opus
Capital Management, Cook Moyer Taylor and Osprey Peners and
bring a new recommendation to the Board. Motion byMr. Cohen,
seconded by Mr. Weber.

8. Closed Session

The Chairman stated that the Board could enteedlsgssion for considering
financial, medical, social or personal informatiohwhich the Board has actual
knowledge and which, if discussed in public, wolkdlikely to have a substantial
adverse effect upon the reputation of the persamntioreed. For example, the
Board may elect to enter closed session to dissmugsdividual’'s disability
retirement application, which may entail discussiofif among other things,
medical records of the applicant.

The Chairman also noted that the Board would esttesed session to confer with
its legal counsel, who is rendering oral or writegtvice concerning strategy to be
adopted with respect to litigation in which it @, is likely to become, involved.

The Board unanimously agreed by roll call votenteeclosed session to consider
Items 9 and 10.

0. Disability Application — Donna Brown-Wells (Ac@ntal)

Upon returning to open session, the Board tooKdhewing action:

Consistent with the recommendation of the Medical Bard, the Board
unanimously agreed to deny the accidental disabijtapplication of Donna
Brown-Wells. Motion by Dr. Roepke, seconded by M$Bedford.

10. Legal Update
Closed session litigation matters were discussetbsed session.

11. Administrative Matters

The Board indicated that any interested Board mernsteuthorized to attend the
International Foundation of Employee Benefit Pl&@®\olar Session in Board
Governance.
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12.

Dr. Roepke reported on the Certificate of Achievatne Public Plan Policy
("CAPPP") session in Chicago.

The Board unanimously agreed to add the election @& Chairman to the
Agenda for the September 2006 Board meeting. Motmby Ms. Mayr,
seconded by Mr. Weber.

Adjournment

The meeting adjourned at 2:05 p.m.

Submitted by Steven D. Huff,
Assistant Secretary to the Pension Board
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